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KEY ECONOMIC INDICATORS: DOMINICAN REPUBLIC 
(In millions of U.S. dollars unless noted) 
1987 
1984 1985 1986 Projections 
Domestic Economy 
Population (millions) S.2 6.2 6.4 6.5 
Population growth ($%) acm Si3 aan 2.2 
GDP in current dollars 2,966 4,694 5,491 
Per capita GDP, current dollars 486 757 858 
GDP in local currency (1985-100) 63.2 100 117 
% change 24 36.8 17 
Consumer Price Index % change 24 38 15 
Real GDP Growth 0 =") 2 2 


Production and Employment 
Labor force (millions) 
Unemployment (avg. % for year) 
Industrial production (local 
currency base 1970-100) % change 
Govt. deficit as % of GDP 


Balance of Payments 
Exports (F.0.B.) 
Imports (F.O.B.) 
Trade Balance 
Current account balance 
Foreign direct investment 
Foreign debt (year end) 
Debt-service paid 
Debt-service owed 
Debt-service ratio as % of 
merchandise exports and services 
Foreign exchange reserves (year end) 
Average exchange rate for year 
(RD$ - U.S. $1.00)(free market) 


Foreign Investment 
Total (cumulative) 
U.S. (cumulative) 175 
U.S. share (3%) 63 67 68 


U.S.-D.R. Trade 

U.S. exports to D.R. (F.A.S.) 630 726 696 

U.S. imports from D.R. (C.I.F.) 488 429 450 

Trade balance 142 297 246 

U.S. share of D.R. exports ($%) 50 56 56 

U.S. share of D.R. imports ($%) 56 58 55 

U.S. bilateral aid 
Economic 94 172 104 - 
Military 3 5 4 - 


Principal U.S. exports (1985): foodstuffs, generators, lumber, chemicals 
Principal U.S. imports (1985): sugar, coffee, metals, cocoa 


Sources: National Statistics Office of the Dominican Republic, Central 
Bank of the Dominican Republic, U.S. Commerce Department, Embassy estimates 





SUMMARY 


Economic activity (real GDP) in the Dominican Republic fell by 1.2 
percent during 1985 compared to 1984. Construction and agriculture 
suffered steep declines. Cuts in the U.S. quota had a severe effect 
on the Dominican sugar sector. Industry turned in a mixed 
performance. Plastics, shoes, and chemicals for domestic 
consumption were off sharply while textiles and furniture were not 
hit as hard because of the ability to export. Tourism continued to 
expand with foreign exchange earnings up 7 percent from 1984. The 
financial sector also advanced. 


In anticipation of the one year IMF agreement, agreed to in April, 
1985, the Dominican authorities unified the exchange system at free 
market rates, ending the prior multi-tiered system. The Government 
also pledged not to print money to finance its fiscal deficit, to 
restrict growth of the money supply, to eliminate external 
arrearages and to improve the net foreign assets position of the 
Central Bank. This austerity led to a contraction in credit 
available to farmers and business. A system of unregulated 
financing houses sprang up with credit costs averaging 30-60 percent. 


The IMF accord allowed the Dominican Government to renegotiate 
almost its entire stock of commercial debt of nearly US$800 million, 
and through the Paris Club mechanism, about US$280 million in 
bilateral loans. The debt service savings in 1984-85 have turned 
balance-of-payments deficits into surpluses. Reflecting the 
successful financial adjustment program, the exchange rate has been 


essentially stable since mid 1985. 


Economic discontent played a role in the May 16 election of Joaquin 
Balaguer as President. Balaguer, a three-term former president who 
criticized the IMF agreement, assumes office on August 16, with the 
expectation that he will reactivate the construction sector and 
address the problem of high living costs. 


The increase in world coffee prices, and slight recovery of sugar, 
as well as the decreases in petroleum prices, bode well for the 
Dominican Republic. Continued expansion of the non-traditional 
export sector is forecast. The economy is projected to grow 2 
percent. 


U.S. investors will continue to find opportunities in tourism and 
export assembly. In agribusiness, many new winter vegetable and 
fruit projects are underway. Textile and electronic assemblies 
remain the best opportunities in the free zones. 


U.S. exporters will find best prospects to be in basic foods, such 
as wheat and corn, electric power generation equipment, agricultural 
chemicals, auto parts, food processing machinery, computers, 
agricultural implements and machinery, and medical equipment. 
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CURRENT ECONOMIC SITUATION AND TRENDS 
Economic Performance 


Reacting to IMF adjustment measures, including devaluation of the 
peso and tight credit, real GDP declined in the Dominican Republic 
by 1.2 percent during 1985 compared to 1984. The credit crunch hit 
the rural sector especially hard. Production of staple foodstuffs 
including rice, beans, and plantains dropped about 15 percent as 
farmers adjusted to higher prices of imported fuel and fertilizer. 
Overall, agricultural output fell 5 percent. The cut in the United 
States sugar quota and low world prices led to a decrease in output 
of nearly 20,000 tons during the period and caused a crisis at the 
state-owned sugar company (CEA), a major employer in rural areas. 


Manufacturing for domestic consumption also suffered the effects of 
the austerity program. Important local industries including plastic 
consumer goods, shoes, chemicals and pharmaceuticals all suffered 
declines. Textiles and furniture were not hit as hard because of an 
ability to export. Food processing growth was limited by lack of 
inputs caused by the agricultural reverses. 


Construction industry activity contracted by 5 percent in 1985. 
Problems in this industry have a serious impact on the economy, 
because it is one of the biggest employers of unskilled labor. The 
weakness in construction adversely affected the building materials 
sector, particularly cement. 


Nevertheless, the economy had several bright spots in 1985. Tourism 
continued its boom. As a relatively low-cost destination with 
excellent beaches, the Dominican Republic enjoyed growth in 1985 
arrivals to 588,000 compared to 467,000 in 1983. Four major new 
hotels opened in the north coast tourist zone during 1985 as well as 
a number of smaller ones throughout the country. The Dominican 
Republic now has 8,000 rooms compared to 6,000 in 1983. 


The devaluation of the peso and the effects of the Caribbean Basin 
Initiative (allowing duty-free entry of goods produced in the 
Dominican Republic into the United States) led to growth in exports 
of non-traditional industrial and agricultural goods. During 
1984-85, nearly 80 new projects started operations in fresh fruit, 
vegetables, and flowers. Light manufacturing in free zones, 
especially apparel and electronics, also grew. 


In the service sector, commercial banks and unregulated lending 
houses enjoyed rapid growth during 1985 compared to 1984. 


Communications, including telephone service and media, also advanced 
modestly. 





The 1986 outlook is brighter. Lower diesel prices will reduce the 
cost of a key agricultural input. The Dominican authorities have 
also reduced marginal reserve requirements, especially for rural 
credit. Some price controls also have been relaxed. Thus, 
agriculture should recover modestly. The 1986 reduction in gasoline 
prices by 25 percent should augment consumer purchasing power and 
help manufacturing for domestic consumption. The new government 
that assumes power in August also has promised to reactivate the 
construction sector. Tourism and non-traditional exports should 
continue their growth. As such, the economy is forecast to grow 

2 percent during 1986. 


IMF Program 


The Dominican Republic borrowed heavily during the late 1970s and 
early 1980s to finance balance-of-payments deficits caused by oil 
price hikes, loose monetary and fiscal policy, and falling exports 
of sugar. The crisis caused the Dominican Government to negotiate a 
one year IMF Standby Agreement in April, 1985. In addition to 
providing the economy with needed foreign exchange, the accord 
required the Dominican Republic to undertake monetary and fiscal 
reforms. The IMF program also provided the basis for rescheduling 
commercial and official debt. 


In January 1985, the exchange system was unified at free market 
rates, ending the multi-tiered system in which certain transactions 
took place at RD$1.00 equals US$1.00. Moreover, the Dominican 
Government agreed to limit money supply growth and the size of its 
fiscal deficit. The Government pledged not to use Central Bank 
funds to finance its deficit. The authorities also agreed to 
eliminate external arrearages in phases and to improve the Central 
Bank's net foreign reserve position. 


In March, 1986, the IMF announced that the Dominican authorities had 
met all targets and ordered the final disbursement of special 
drawing rights (about US$75 million). In fact, the Dominican 
Government actually exceeded the IMF performance requirements set by 
the IMF for net credit to the public sector and money supply 

growth. Critics of the Government's policy stated that the 
overshooting of the targets contributed to an unnecessarily tight 
money supply, deepening the recession. 


Debt 


Economic sluggishness notwithstanding, the IMF program restored a 
degree of confidence to the Dominican Republic's official and 
commercial bank creditors. In May, 1985, through the Paris Club 
mechanism, the Dominican authorities agreed on the rescheduling of 
about US$280 million debt with its principal bilateral country 





lenders. In June, the Dominican Republic completed renegotiation of 
almost its entire stock of commercial bank debt maturing between 
1984-89, around US$800 million. The agreements have reduced the 
Dominican Republic's debt service ratio in 1986 from about 50 
percent of goods and services to 31 percent, and is helping to keep 
imports of fuel and foodstuffs at comfortable levels. 


Balance-of-Payments 


Balance-of-payments data shows the salutary effects of debt 
rescheduling. During 1984, without debt rescheduling, the Dominican 
Republic experienced a US$155 million deficit. In 1985, with debt 
service savings of US$344 million, the Dominican Republic enjoyed a 
surplus of US$110 million. Projections for 1986 including debt 
restructuring vary, but all anticipate another surplus. 

Amortization of capital in 1986 should total US$200 million compared 
to US$290 million in 1983 prior to the renegotiations. 


In the current account, exports are projected to rise to over US$800 
million from US$739 million in 1985. Increases in coffee from US$90 
million in 1985 to an estimated US$160 million in 1986 as well as 
more modest growth in gold, tobacco, and cocoa are helping to offset 
continued reduced revenues from sugar which will fall to US$177 
million in 1986 from US$207 million in 1985. The decline in sugar 
revenues stems mainly from cuts in the U.S. sugar quota. 


Total imports increased slightly to US$1,285 million in 1985 from 
US$1,257 million in 1984. The unregulated financing houses supplied 
enough credit to importers to offset the negative effects of tight 
credit. In 1986, falling world prices are projected to reduce the 


country's oil bill to US$272 million in 1986 from US$427 million in 
1985. 


In services, tourism has shown steady growth. Net travel revenues 
amounted to US$371 million in 1984, US$439 million in 1985, and are 
projected at US$470 million in 1986. Remittances from Dominicans 
living in the United States provide a major source of foreign 
exchange. On the outflow side, the IMF projected interest payments 
of US$269 million in 1986 but outlays may be closer to US$220 
million to reflect lower international interest rates. 


In the capital account, the Central Bank reported investments of 
US$27 million in 1985. The settlement of an 18 month dispute with 
the Overseas Private Investment Corp. will reopen political risk 
insurance and financing for U.S.-owned projects. As a result, net 
foreign investment should rise to US$45 million in 1986. 


Government Finance and Fiscal Policy 


In 1985, consolidated expenditures of the public sector amounted to 
RD$2,536 million while revenues totalled RD$2,269 million, producing 





a deficit RD$267 million. This compares with a deficit of RD$177 
Million in 1984. 


The deficit in large part results from transfer payments to 
money-losing state-owned enterprises, including the sugar company 


(CEA), the electric company (CDE), and the food price stabilization 
institute (INESPRE). 


All these companies have suffered from poor management, excess 
payroll, and government-set low prices in the domestic market. In 
addition, CEA has faced declining world prices for its sugar and CDE 
has endured high petroleum prices. The slide in world oil prices 
should provide an unexpected boon to CDE during 1986. 


The revenue and expenditure figures do not include funds from a 
special account generated by a 36 percent surcharge on traditional 
exports and 5 percent tax on non-traditional exports imposed in 
early 1985. In January, 1986, the traditional export tax was cut in 
half and the 5 percent levy was eliminated. The funds are deposited 
in a special exchange account in the Central Bank to finance 
government debt payments, CDE petroleum imports, and the Central 
Bank's own operating deficit. The funds never enter the Treasury 
nor does the Central Government list as an expenditure the part of 
external debt covered by this account. 


Monetary Policy, Credit, Foreign Exchange 


As part of the IMF stabilization program and to control inflation, 
the Dominican authorities adopted a tight monetary policy. The 
Central Bank imposed severe marginal reserve requirements on 
commercial banks resulting in no new net lending in 1985. In 
addition, rates on deposits were raised to stem capital flight. The 
Central Bank then allowed banks to assess a series of fees and 
charges which have produced an effective loan interest rate of 20-25 


percent. The authorities also restricted lending of development 
funds. 


Large, well-established companies gobbled up this credit, forcing 
small and medium sized firms to turn to unregulated financing houses 
where loan rates ranged from 30-60 percent. Although helping to 
fuel inflation, this credit provided badly needed liquidity to some 
firms and stopped the recession from further deepening. 


From the policy standpoint of controlling inflation and the exchange 
rate, the Dominican authorities achieved their objectives. 

Inflation of about 38 percent annually in 1985 has steadily fallen 
and the outlook is for a rate of 15 percent during 1986. The 
exchange rate rose suddenly upon the unification in January, 1985, 
from around RD$3.00 to US$1.00 to RD$3.32 by late March. It then 
fell gradually through the rest of the year to about RD$3.00 to 
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US$1.00. In the first half of 1986, the continued tight money 
policy, and increased availability of dollars caused by falling 
petroleum prices, expanded coffee exports and a strong winter 
tourism season have strengthened the peso to around RD$2.80 to 
US$1.00. Commercial bankers and the monetary authorities expect the 
peso to remain near this level during the second half of the year. 


Labor 


The Dominican Republic has an ample labor supply, although there is 
a shortage of skilled workers and technicians. The work force is 
industrious, cooperative and easily trainable. Some strikes have 
occurred in 1986, but none have affected the export assembly 
industry. Organized labor in the Dominican Republic represents less 
than 15 percent of the country's work force of 1.75 million. Faced 
with 25 percent unemployment, the labor movement is weak and divided 
with eight competing national federations. 


Political Situation 


After the 1961 assassination of strongman Rafael Trujillo and five 
years of political instability culminating with U.S. military 
intervention, the Dominican Republic established a democratic system 
with four-year presidential elections as its cornerstone. Two major 
political parties, the Social Christian Reformist Party and the 
Revolutionary Dominican Party, have dominated Dominican politics. 


Both parties support a mixed, pluralistic economy and friendly 
relations with the United States. 


Joaquin Balaguer, former President (1966-1978) and leader of the 
Social Christian Reformist Party, emerged victorious from the May 16 
general elections. Balaguer, during his previous tenure, favored 
the construction industry and a rather tight policy on current 
expenditures within the budget. During the recent campaign, 
Balaguer criticized the IMF agreement for its negative effects on 
agricultural production and adjustment-induced increases in prices 
of essential goods. However, he did not spell out the steps he 
would undertake to address these problems. His followers expect him 
to assume office on August 16 with a firm commitment to reactivate 
the country's agricultural and industrial sectors. 


IMPLICATIONS FOR UNITED STATES BUSINESS 


Opportunities for U.S. Investment 


Since 1982, the Dominican Government has had a formal policy to 
welcome foreign investment in four priority areas of agroindustry, 
industrial free zones, tourism, and mining. At the end of 1985, 
total registered foreign investment amounted to over US$260 
million. American investment amounted to US$175 million. 
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During 1984-85, an estimated US$30 million investment in 
agroindustry has created over 12,000 new jobs in the Dominican 
Republic. American firms have participated heavily in joint 
ventures, ranging from fruits and vegetables to shrimp. The 
Dominican Government is strengthening an agricultural 
diversification program through CEA. Although moving slowly, some 
projects have commenced. Large, privately owned tracts of land 
suitable for growing a variety of crops are also available for joint 
ventures. In addition, the Federation of Sugar Cane Growers, 
comprised of over 8,000 owners of about 200,000 acres of land, 
offers joint venture opportunities for agricultural exports. 
Critics of official policy claim the Government could further spur 
agroindustry by modifying the law that limits foreign ownership of 
agribusiness projects to 49 percent of equity. 


Industrial free zones provide opportunities to U.S. manufacturers. 
Materials can be imported duty free for assembly and export. Wages 
are generally low and generous tax incentives exist. Because of 
high demand, space in the four operating free zones is tight, but 
expansion programs are underway. Two new zones, including a new 
privately-owned one that will house electronics operations of 
Westinghouse, will open in 1986. Free zone operators will construct 
buildings on order. A four to five month wait and sharing of 
individual building financing may be necessary. 


Because of the rapid growth in tourist arrivals, hotel investments 
present good opportunities. A new aviation agreement between the 
United States and Dominican Governments should increase passenger 
traffic into the Dominican Republic. The Dominican tourism 
incentive law includes a ten year exemption from income and 
incorporation taxes, national and municipal taxes, licenses and fees 
for public spectacles, and import duties for goods not locally 
available. Many good beach locations exist near coastal highways. 


In minerals, the biggest project under consideration is a US$380 
million gold sulfide mining project. The Dominican Republic is 
trying to finance the project through the Interamerican Development 
Bank. Exploration of potential copper, zinc, and lead deposits 
continues in the center and west of the country. 


Best Prospects for U.S. Exports 


The United States is the Dominican Republic's major trading partner, 
supplying over 50 percent of the Dominican Republic's imports. 
Reflecting the success of the U.S. in the Dominican market, American 
firms increased exports to the Dominican Republic 15 percent in 1985 
compared to 1984, import restrictions and economic downturn 
notwithstanding. The use of U.S. raw materials in Dominican 
assembly export operations aided this performance. 
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Best prospects for U.S. exporters include the following: 


- basic foods, including wheat, corn, vegetable oils, soybean and 
soybean meal; 
electric power generating equipment; 
lumber ; 
plastic resins; 
agricultural chemicals, including fertilizers and pesticides; 
automotive parts. 


Smaller markets which are starting to show growth include: 


food processing and packaging machinery; 
agricultural machinery and equipment; 
refrigeration equipment; 

computers; 

medical equipment and supplies. 





The U.S. Government Wants 
You to be Well Informed 
About Foreign Investment 


That is why the U.S. Department of Commerce monitors 
foreign direct investment in the United States. Its Office of 
Trade and Investment Analysis identifies foreign interests and 
other data relating to size, location, and industry sector of 
individual foreign direct investment transactions. 


For the low price of $23.00, you can have ten complete years 
of valuable data in the three convenient-to-use tabular for- 
mats of Foreign Direct Investment in the United States: Com- 
pleted Transactions, 1974-1983. For this one price, you will 
obtain foreign direct investment data by source country (Vol. 
1), by industry sector (Vol. Il), and by state location (Vol. 
lll). Each volume also includes an analysis of trends and 
developments in foreign direct investment transactions in the 
United States during the covered ten-year period. 


So don’t delay, send for your set today! 
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THE U.S. GOVERNMENT’S BEST-SELLING 
BUSINESS REFERENCE BOOK 


ORDER THE COMPLETELY NEW 
1986 EDITION NOW 


¢ Official Department of Commerce fore- 
casts for over 350 industries 


e Year-ahead and 5-year forecasts and 
industry-by-industry review 


¢ 650 pages of outlooks and historical 
summary by over 100 skilled industry 
analysts 


e Vast data base—tailored for business 
and investment planning 


MAIL THIS FORM TO: Superintendent of Documents, Washington, DC 20402 


Please send ______ copies of the 198€ U.S. INDUSTRIAL OUTLOOK (SN 003-008-00197) 
at $21.00 per copy to: 


Name 


Company name 


Total enclosed: Street 


Ee ee City 


Check payable to Superintendent of Documents 

Charge my GPO Deposit Account ________- 

Charge my VISA, MasterCard, or CHOICE 

Account # _______L_»_—— sO (Expiration Date: 








